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extended for each period of each bankruptcy case plus 90 days 
for each case. The court held that the 90-day additional period 
applied only once to the total period that the IRS was prevented 
from making an assessment of the 2001 taxes. After allowing 
suspension for the 2002 and 2004-2007 cases plus 90 days, the 
court held that the 2001 taxes were due three years and two days 
before	the	filing	of	the	current	case	and	were	dischargeable.		In 
re Montgomery, 2011-1 U.S. Tax Cas. (CCH) ¶ 50,222 (Bankr. 
D. Kan. 2011).
FEDERAL FARM
PROGRAMS
 CATFISH. The FSIS has issued  proposed regulations 
requiring	 continuous	 inspection	 of	 catfish	 and	 catfish	 products	
in implementation of provisions of the Food, Conservation, and 
Energy Act (Farm Bill) of 2008, Pub. L. 110-246. A major issue 
for	comments	is	the	definition	of	catfish.	According	to	the	FSIS,	
the proposed regulations apply the same inspection requirements 
as for other meat and meat food products under the Federal Meat 
Inspection Act. 76 Fed. Reg. 10433 (Feb. 24, 2011).
 FEDERAL ESTATE
AND GIFT TAxATION
 CLAIMS. The decedent had been sued by a former companion 
for palimony based on many years of cohabitation. The lawsuit was 
pending on the date of the decedent’s death and the estate sought to 
deduct the value of the palimony claim against the decedent. The 
IRS argued that the claim had no value because the companion 
had not provided any consideration for an alleged agreement by 
the decedent to share all property. The trial court granted the IRS 
summary judgment. The appellate court reversed, holding that a 
factual issue existed as to what value the companion’s homemaking 
services	had	that	would	be	sufficient	consideration	for	the	property	
sharing agreement. The court also held that the estate was not 
limited to a deduction for the amount of a settlement reached by 
the estate and companion after the decedent’s death. Estate of 
Shapiro v. United States, 2011-1 U.S. Tax Cas. (CCH) ¶ 60,614 
(9th Cir. 2011), rev’g, 2011-1 U.S. Tax Cas. (CCH) ¶ 60,613 (D. 
Nev. 2008).
BANKRUPTCy
GENERAL
 DISCHARGE. The debtor raised corn, soybeans and cattle 
and obtained a loan from a cooperative to be used to grow crops. 
The cooperative took a security interest in the crops to be grown 
and perfected the interest. The debtor used some of the crops as 
feed for the cattle without prior permission from the cooperative. 
After	the	debtor	filed	for	Chapter	12,	the	cooperative	discovered	
that the financial statements submitted by the debtor were 
inaccurate	 and	filed	a	motion	 to	have	 the	unpaid	 loan	declared	
nondischargeable under Section 523(a)(2)(B) for intentionally 
submitting materially false documents in obtaining the loan and 
under Section 523(a)(2)(A) for failing to inform the cooperative that 
the corn would be fed to the cattle. The court noted that the debtor 
admitted	in	testimony	that	the	financial	statements	contained	only	
estimates of debts and income and that the debtor made no attempt 
to obtain accurate amounts from creditors. In addition, the debtor 
admitted	feeding	the	corn	to	the	cattle	without	prior	notification	
of the cooperative.  The court held that the unpaid loan claim was 
nondischargeable under Sections 523(a)(2)(A) and (B).  In the 
Matter of Schnuelle, 441 B.R. 616 (Bankr. 8th Cir. 2011), aff’g, 
2010 Bankr. LExIS 936 (Bankr. D. Neb. 2010).
 The debtors, husband and wife, obtained a farm operating loan 
secured by livestock. The debtor husband provided the creditor 
with	a	“borrowing	base	certificate”	which	showed	that	the	debtors	
owned 4,667 head of cattle. The evidence demonstrated that the 
debtors never owned more than 1000 head and the court held that 
the debt was nondischargeable as to the husband. The debtor wife 
argued that she did not participate in the issuance of the borrowing 
base	certificate;	therefore,	the	debt	was	dichargeable	as	to	her.	The	
court found that a partnership existed between the debtors in that 
the	wife	 participated	 in	 the	financial	management	 of	 the	 farm,	
received distributions, and either had knowledge of the information 
contained	 in	 the	borrowing	base	 certificate	or	was	negligent	 in	
failing	to	know	what	was	in	the	certificate.	Because	the	debtors	
were partners, the court imputed the husband’s fraud to the wife 
and held the debt nondischargeable as to both debtors.  In re Ray, 
2011 Bankr. LExIS 33 (Bankr. W.D. Mo. 2010).
FEDERAL TAx
 DISCHARGE. 	The	debtors	had	filed	bankruptcy	cases	in	2002	
and	2004-2007	prior	to	the	current	Chapter	13	case	filed	in	2010.	
The	debtors	timely	filed	their	2001	federal	tax	return	on	August	
15, 2002. The debtors sought to have the 2001 taxes declared 
dischargeable in the current case. The IRS argued that, for purposes 
of Section 507(a)(8)(A)(i) the three-year look-back period was 
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 FEDERAL INCOME 
TAxATION
 BARTERING. The IRS has published information on the 
income tax aspects of bartering, the trading of one product or 
service for another. The fair market value of the goods and services 
exchanged must be reported as income by both parties. Barter 
Exchange. A barter exchange functions primarily as the organizer 
of a marketplace where members buy and sell products and 
services among themselves. Whether this activity operates out of a 
physical	office	or	is	internet	based,	a	barter	exchange	is	generally	
required to issue Form 1099-B, Proceeds from Broker and Barter 
Exchange Transactions, annually to their clients or members and 
to the IRS.  Barter Income. Barter dollars or trade dollars are 
identical to real dollars for tax reporting. If a taxpayer conducts 
any direct barter - barter for another’s products or services - the 
taxpayer will have to report the fair market value of the products or 
services received on the tax return.  Taxes. Income from bartering 
is taxable in the year it is performed. Bartering may result in 
liabilities for income tax, self-employment tax, employment tax, 
or excise tax. A taxpayer’s barter activities may result in ordinary 
business income, capital gains or capital losses, or the taxpayer 
may have a nondeductible personal loss.  Reporting. The rules 
for reporting barter transactions may vary depending on which 
form of bartering takes place. Generally, taxpayers report this 
type	of	business	income	on	Form	1040,	Schedule	C	Profit	or	Loss	
from Business, or other business returns such as Form 1065 for 
Partnerships, Form 1120 for Corporations, or Form 1120-S for 
Small Business Corporations. IRS Tax Tip 2011-33.
 CAPITAL GAINS. The IRS has published a review of taxation 
of capital gains and losses. (1) Almost everything taxpayers own 
and use for personal purposes, pleasure or investment is a capital 
asset.  (2) When a taxpayer sells a capital asset, the difference 
between the amount it sold for and the taxpayer’s basis – which is 
usually what the taxpayer paid for it – is a reportable capital gain 
or a capital loss. (3) Taxpayers may deduct capital losses only on 
investment property, not on property held for personal use. (4) 
Capital	gains	and	losses	are	classified	as	long-term	or	short-term,	
depending on how long a taxpayer has held the property before 
selling it. If a taxpayer holds it more than one year, the capital 
gain or loss is long-term. If a taxpayer holds it one year or less, the 
capital gain or loss is short-term. (5) If a taxpayer has long-term 
gains in excess of long-term losses, the taxpayer has a net capital 
gain to the extent the net long-term capital gain is more than the 
net short-term capital loss, if any.  (6) The tax rates that apply to 
net capital gain are generally lower than the tax rates that apply 
to other income. For 2010, the maximum capital gains rate for 
most people is 15%. For lower-income individuals, the rate may 
be 0% on some or all of the net capital gain. Special types of net 
capital gain can be taxed at 25% or 28%.  (7) If a taxpayer’s capital 
losses exceeds capital gains, the excess can be deducted and used 
to reduce other income, such as wages, up to an annual limit of 
$3,000,	or	$1,500	if	the	taxpayer	is	married	filing	separately.	(8)	
If a taxpayer’s total net capital loss is more than the yearly limit 
on capital loss deductions, the taxpayer can carry over the unused 
part to the next year and treat it as if incurred in that next year. 
(9) Capital gains and losses are reported on Schedule D, Capital 
Gains and Losses, and then transferred to line 13 of Form 1040. 
For more information about reporting capital gains and losses, 
see the Schedule D instructions, Publication 550, Investment 
Income and Expenses or Publication 17, Your Federal Income 
Tax. IRS Tax Tip 2011-35.
 COMMUNITy PROPERTy.  The taxpayer was married 
and lived with the spouse in a community property state. The 
taxpayer	received	only	social	security	benefits	during	the	tax	
years involved, the spouse received wages and the proceeds of 
a settlement of a lawsuit against the employer, and the couple 
sold by installment sale some real estate the taxpayer inherited. 
The court held that (1) the taxpayer was liable for taxes on the 
spouse’s	wages,	(2)	the	social	security	benefits	were	included	
in taxable income, (3) the taxpayer was not required to include 
the settlement proceeds in taxable income because the proceeds 
were excludible from community property under state law, 
and (4) the taxpayer could report the gain from the sale of the 
property using the installment method of reporting. The court 
also held that the taxpayer was entitled to use only the married 
filing	separately	filing	status	because	the	taxpayer	and	spouse	
did	not	file	joint	returns	and	that	the	taxpayer	was	entitled	only	
to	 the	 standard	 deduction	 because	 the	 taxpayer	 did	 not	 file	
a return with itemized deductions. Oliver v. Comm’r, T.C. 
Memo. 2011-43.
 CORPORATIONS.
 STOCK AS COMPENSATION. The taxpayer received 
stock as compensation while serving as an officer of the 
corporation. The stock was held subject to several restrictions, 
including when and to whom the stock could be sold under 
both securities law and shareholder agreements. However, 
the taxpayer reported the stock value on the day of transfer as 
taxable income. By the time the stock was freely transferable 
one year later, the stock price had fallen 80 percent. The 
taxpayer argued that, because the stock was subject to the 
sale restrictions, the valuation date should have been the day 
the stock became freely transferable. The court held that the 
stock was properly recognized as income on the date received 
because, although the stock had sale restrictions, the restrictions 
were not absolute and the stock transfer was not subject to a 
forfeiture, as required under I.R.C. § 83. The court noted that 
the taxpayer had the ability to transfer shares in private sales to 
“permitted	transferees”	and	could	pledge	the	stock	as	security	
for loans. Gudmundsson v. United States, 2011-1 U.S. Tax 
Cas. (CCH) ¶ 50,218 (2d Cir. 2011), aff’g, 2009-2 U.S. Tax 
Cas. (CCH) ¶ 50,722 (W.D. N.y. 2009).
 COURT AWARDS AND SETTLEMENTS. The taxpayer 
filed	a	lawsuit	alleging	disability	discrimination	by	an	employer.	
The parties reached a settlement which stated that it was making 
a payment to the taxpayer for physical injuries.  However, the 
taxpayer failed to provide any evidence of the physical injuries 
or the portion of the settlement designated as compensation for 
the physical injuries.  The court held that the settlement proceeds 
were taxable income to the taxpayer as compensation for other 
than physical injuries.  Oliver v. Comm’r, T.C. Memo. 2011-
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 DISASTER LOSSES.  On February 1, 2011, the President 
determined that certain areas in Maine are eligible for assistance 
from the government under the Disaster Relief and Emergency 
Assistance Act (42 U.S.C. § 5121) as a result of a severe storms 
and	flooding,	which	began	on	December	12,	2010. FEMA-
1953-DR.  On February 4, 2011, the President determined 
that certain areas in New Jersey are eligible for assistance 
from the government under the Act as a result of severe winter 
storms which began on December 26, 2010. FEMA-1954-DR. 
Accordingly, taxpayers in the areas may deduct the losses on 
their 2009 federal income tax returns. See I.R.C. § 165(i).
 INTEREST FROM GOVERNMENTAL OBLIGATIONS. 
The taxpayers received money from a settlement with a state 
for a condemnation award from property owned through 
several partnerships. The award was paid with interest over 
five	years.	The	taxpayers	excluded	the	interest	under	I.R.C.	
§ 103 as interest earned on a governmental obligation. The 
court held that the interest was not eligible for Section 103 
non-taxable treatment because the interest was not paid by 
the state on obligations issued under the state’s borrowing 
authority.  DeNaples v. Comm’r, T.C. Memo. 2011-46, aff’g 
on reconsideration, T.C. Memo. 2010-171.
 HEALTH FLExIBLE SPENDING ACCOUNTS. In a 
Chief Counsel Advice letter, the IRS discussed funding and 
distributions	 from	health	 flexible	 spending	 accounts:	 “the	
tax law requires that the entire amount be available for the 
entire period of coverage, even if no amounts have yet been 
contributed to the account. Generally the period of coverage is 
the calendar year. So, for example, if you elected on December 
15, 2009 to have $2000 deducted over the course of 2010 into 
your FSA, you would be entitled to the entire $2000 for medical 
expenses incurred beginning on January 1, 2010, even if no 
amounts had been deducted from your compensation at that 
point. The reason is that FSAs are supposed to be a type of 
insurance	(that	is	the	reason	they	get	special	tax	benefits).	If	you	
bought a health insurance policy with a $2000 limit that is in 
effect for a year, you would be entitled to the entire $2000 for 
medical expenses incurred at any time during the year even if 
your premiums were being paid monthly over the course of the 
year. If the employee terminates during the year, the employee 
may lose coverage for the rest of the year (unless he or she 
is entitled to and elects COBRA), but there is no tax on the 
amount distributed to pay for medical expenses. Conversely, 
if the employee stays for the year and puts the entire $2000 
into the FSA, but does not incur $2000 in medical expenses, 
the employee gets no deduction for the amount by which the 
contributions to the FSA exceeded the distributions. Again, 
this	is	like	insurance.” CCA 201107026, Jan. 6, 2010.
 HOBBy LOSSES.	The	taxpayer	operated	a	science	fiction	
collectibles activity for several years, in part using a physical 
store and in part using sales online and at conventions. The 
court held that the activity was not operated with intent to 
make	a	profit	because	(1)	although	the	taxpayer	maintained	
adequate records of the activity, the taxpayer failed to make any 
analysis of the business records to change the activity to make 
the	activity	profitable,	(2)	the	taxpayer	failed	to	demonstrate	any	
expected appreciation in value of the business assets, (3)  the 
activity produced only tax losses, (4) the activity losses offset 
substantial income from the taxpayer’s employment, and (5) the 
taxpayer received substantial personal pleasure form the activity 
because	 the	 taxpayer	was	an	avid	science	fiction	memorabilia	
collector.  Blanchette v. Comm’r, T.C. Memo. 2011-15.
 The taxpayers, husband and wife, each operated separate 
businesses. In addition, the taxpayers operated an Amway 
distributorship which consistently lost money. Much of the sales 
of the Amway products were made to the taxpayers’ businesses 
using the discount available as Amway distributors. The court 
held that the Amway activity was not operated with an intent 
to	make	a	profit	because	(1)	the	taxpayers	did	not	maintain	and	
use	records	sufficient	to	analyze	the	profit	potential	or	to	make	
changes	to	make	the	activity	profitable,	(2)	the	activity	generated	
only losses, (3) the taxpayer were able to offset income from other 
sources with the activity’s losses, and (4) the taxpayers received 
substantial	personal	benefits	from	the	discounted	prices	for	the	
Amway products. The court noted that the taxpayers essentially 
treated the Amway business as a source of discounted products 
for their personal and business needs and rarely separated the two 
activities. Campbell v. Comm’r, T.C. Memo. 2011-42. 
 INCOME. The IRS has issued guidance on the federal 
tax consequences of, and information reporting requirements 
for,	 payments	made	 to	 or	 on	 behalf	 of	 financially	 distressed	
homeowners	under	programs	designed	by	state	housing	finance	
agencies, listed in the guidance, with funds allocated from the 
Housing Finance Agency Innovative Fund for the Hardest-Hit 
Housing Markets. The notice also provides guidance on the federal 
tax consequences of, and information reporting requirements for, 
payments	made	on	behalf	of	financially	distressed	homeowners	
under the Department of Housing and Urban Development’s 
Emergency Homeowners’ Loan Program (EHLP) and any existing 
state program receiving funding from the EHLP. Notice 2011-14, 
I.R.B. 2011-11.
 The IRS audited the taxpayer after the IRS received currency 
transaction reports from a casino showing purchases far in excess 
of the income reported on the taxpayer’s income tax return. The 
taxpayer failed to demonstrate that any of the purchases were 
made with non-taxable income; therefore, the court held that the 
taxpayer’s taxable income could be determined using the casino 
reports of gambling purchases.  Pan v. Comm’r, T.C. Memo. 
2011-40.
 INTEREST RATE. The IRS has announced that, for the period 
April 1, 2011 through June 30, 2011, the interest rate paid on tax 
overpayments increased to 4 percent (3 percent in the case of a 
corporation) and for underpayments increased to 4 percent. The 
interest rate for underpayments by large corporations is 6 percent. 
The overpayment rate for the portion of a corporate overpayment 
exceeding $10,000 increased to 1.5 percent. Rev. Rul. 2011-5, 
I.R.B. 2011-13.
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 LIKE-KIND ExCHANGES. The taxpayers, husband 
and wife, owned a parcel of undeveloped property in Arizona 
and decided to sell the property in exchange for a property 
in California through a tax-deferred like-kind exchange. The 
taxpayers received $10,000 and $66,000 in escrow for the sale 
of the Arizona property. The escrow account agreement did not 
mention any like-kind exchange or place any limitations on the 
taxpayers’ use of the escrow funds. The taxpayers deposited 
additional funds in the escrow account and received a small 
distribution before the California property was purchased with 
the escrow funds. The court held that the transaction did not 
qualify for like-kind exchange treatment under I.R.C. § 1031 
because the escrow agreement did not expressly limit the 
taxpayers’ use of the funds in the escrow account.  The court 
noted that the taxpayers’ intent for the escrow account was 
insufficient	 to	prevent	 the	 constructive	 receipt	of	 the	 escrow	
funds at the time of the sale.  Crandall v. Comm’r, T.C. 
Summary Op. 2011-14.
 PARTNERSHIPS
 ASSESSMENTS. The taxpayer was a partner in a partnership 
which sold partnership property. The partnership overstated the 
partnership’s basis in the property, resulting in an understatement 
of taxable income from the sale. More than three years and 
less	than	six	years	after	the	filing	of	the	tax	return	for	the	year	
of	 the	 sale,	 the	 IRS	filed	 a	 final	 partnership	 administrative	
adjustment (FPAA) which resulted from a reduction of the 
partnership’s basis in the property sold. The taxpayer sought 
summary	judgment	because	the	FPAA	was	filed	more	than	three	
years	after	the	filing	of	the	return.	The	IRS	argued	that	the	six	
year limitation applied because the return understated taxable 
income. The court held that the six year limitation did not apply 
because the overstatement of basis was not an understatement 
of receipt of income. Burks v. United States, 2011-1 U.S. Tax 
Cas. (CCH) ¶ 50,219 (5th Cir. 2011), rev’g, 2008-2 U.S. Tax 
Cas. (CCH) ¶ 50,702 (N. D. Tex. 2008).
 PURCHASE PRICE ADJUSTMENT. The taxpayer 
operated a casino which allowed gamblers to pay off markers 
(promissory notes to cover gambling losses) at a discount. In 
a Chief Counsel Advice letter, the IRS ruled that the taxpayer 
need only include the discounted payoff amount in income, 
unless the taxpayer collects the full amount of the marker. CCA 
201107010, Nov. 12, 2010.
 RETURNS.	The	IRS	has	announced	that	the	filing	date	for	
2010 income tax returns is April 18, 2011. Notice 2011-17, 
I.R.B. 2011-10.
 The IRS has published a draft 2010 Form 8939, Allocation of 
Increase in Basis for Property Acquired From a Decedent and 
instructions, available at http://www.irs.gov/pub/irs-dft/f8939-
-dft.pdf.  2011 ARD 035-5.
 SAVERS CREDIT. The IRS has published information  on 
the Savers Credit, formally known as the Retirement Savings 
Contributions Credit. The Savers Credit applies to individuals 
with a filing status and income of: single, married filing 
separately, or qualifying widow(er), with income up to $27,750; 
Head of Household with income up to $41,625; Married Filing 
Jointly, with incomes up to $55,500.  Eligibility requirements. 
To be eligible for the credit a taxpayer must have been born 
before January 2, 1992,  cannot have been a full-time student 
during the calendar year and cannot be claimed as a dependent 
on another person’s return.  Credit amount. If a taxpayer makes 
eligible	 contributions	 to	 a	 qualified	 IRA,	 401(k)	 and	 certain	
other retirement plans, a taxpayer may be able to take a credit 
of	up	to	$1,000	or	up	to	$2,000	if	filing	jointly.	The	credit	is	
a percentage of the qualifying contribution amount, with the 
highest rate for taxpayers with the least income.  Distributions. 
When	figuring	this	credit,	a	taxpayer	generally	must	subtract	
the amount of distributions received from retirement plans from 
the contributions the taxpayer has made. This rule applies to 
distributions received in the two years before the year the credit 
is claimed, the year the credit is claimed, and the period after 
the end of the credit year but before the due date - including 
extensions	-	for	filing	the	return	for	the	credit	year.		Other tax 
benefits. The Retirement Savings Contributions Credit is in 
addition	to	other	tax	benefits	which	may	result	from	the	retirement	
contributions. For example, most workers at these income levels 
may deduct all or part of their contributions to a traditional IRA. 
Contributions to a regular 401(k) plan are not subject to income 
tax until withdrawn from the plan.   Forms to use. To claim the 
credit	use	Form	8880,	Credit	for	Qualified	Retirement	Savings	
Contributions.  For more information, review IRS Publication 
590, Individual Retirement Arrangements (IRAs), Publication 
4703, Retirement Savings Contributions Credit, and Form 8880. 
IRS Tax Tip 2011-36.
SAFE HARBOR INTEREST RATES
March 2011
 Annual Semi-annual Quarterly Monthly
Short-term
AFR  0.54 0.54 0.54 0.54
110 percent AFR 0.59 0.59 0.59 0.59
120 percent AFR 0.65 0.65 0.65 0.65
Mid-term
AFR  2.44 2.43 2.42 2.42
110 percent AFR  2.69 2.67 2.66 2.66
120 percent AFR 2.94 2.92 2.91 2.90
Long-term
AFR 4.30 4.25 4.23 4.21
110 percent AFR  4.73 4.68 4.65 4.64
120 percent AFR  5.17 5.10 5.07 5.05
Rev. Rul. 2011-6, I.R.B. 2011-10.
 TAx CREDIT ASSISTANCE PROGRAM. In a Chief 
Counsel Advice letter, the IRS ruled that taxpayers who 
received Tax Credit Assistance Program (TCAP) grants under 
the American Recovery and Reinvestment Act of 2009 must 
include the grants in gross income. The IRS noted that the grants 
were not excluded from gross income by law and they were not 
excludable under general welfare principles. The grants were 
taxable when received by cash basis taxpayers and when the 
TCAP agreement was executed by accrual basis taxpayers. CCA 
201106008, Dec. 3, 2010.
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 TAx LIENS. The IRS has announced a series of new steps to 
help people get a fresh start with their tax liabilities.  The goal is 
to help individuals and small businesses meet their tax obligations, 
without adding unnecessary burden to taxpayers. In 2008, the 
IRS	announced	lien	relief	for	people	trying	to	refinance	or	sell	a	
home.	In	2009,	the	IRS	added	new	flexibility	for	taxpayers	facing	
payment or collection problems. And last year, the IRS held about 
1,000 special open houses to help small businesses and individuals 
resolve tax issues with the agency.  Tax Lien Thresholds. The 
IRS	will	 significantly	 increase	 the	 dollar	 thresholds	when	 liens	
are	 generally	 filed.	The	 new	dollar	 amount	 is	 in	 keeping	with	
inflationary	changes	since	the	number	was	last	revised.	Currently,	
liens	are	automatically	filed	at	certain	dollar	levels	for	people	with	
past-due balances.  The IRS plans to review the results and impact 
of the lien threshold change in about a year.  A federal tax lien gives 
the IRS a legal claim to a taxpayer’s property for the amount of an 
unpaid tax debt. Filing a Notice of Federal Tax Lien is necessary 
to establish priority rights against certain other creditors. Usually 
the government is not the only creditor to whom the taxpayer owes 
money.  A lien informs the public that the U.S. government has a 
claim against all property, and any rights to property, of the taxpayer. 
This	includes	property	owned	at	the	time	the	notice	of	lien	is	filed	
and any acquired thereafter. A lien can affect a taxpayer’s credit 
rating, so it is critical to arrange the payment of taxes as quickly 
as possible.  Tax Lien Withdrawals. The IRS will also modify 
procedures that will make it easier for taxpayers to obtain lien 
withdrawals.  Liens will now be withdrawn once full payment of 
taxes is made if the taxpayer requests it. The IRS has determined 
that this approach is in the best interest of the government.  In 
order to speed the withdrawal process, the IRS will also streamline 
its internal procedures to allow collection personnel to withdraw 
the liens.  Direct Debit Installment Agreements and Liens. The 
IRS is making other fundamental changes to liens in cases where 
taxpayers enter into a Direct Debit Installment Agreement (DDIA). 
For taxpayers with unpaid assessments of $25,000 or less, the 
IRS will now allow lien withdrawals under several scenarios: 
(1) Liens will be withdrawn for taxpayers entering into a Direct 
Debit Installment Agreement. (2) The IRS will withdraw a lien if 
a taxpayer on a regular Installment Agreement converts to a Direct 
Debit Installment Agreement.   (3) The IRS will also withdraw 
liens on existing Direct Debit Installment agreements upon 
taxpayer request.  Liens will be withdrawn after a probationary 
period demonstrating that direct debit payments will be honored. 
Taxpayers can use the Online Payment Agreement application on 
www.IRS.gov to set-up with Direct Debit Installment Agreements. 
Installment Agreements and Small Businesses. The IRS will also 
make streamlined installment agreements available to more small 
businesses. The payment program will raise the dollar limit to allow 
additional small businesses to participate.  Small businesses with 
$25,000 or less in unpaid tax can participate. Currently, only small 
businesses with under $10,000 in liabilities can participate. Small 
businesses will have 24 months to pay.  The streamlined installment 
agreements	will	be	available	for	small	businesses	that	file	either	
as an individual or as a business. Small businesses with an unpaid 
assessment balance greater than $25,000 would qualify for the 
streamlined installment agreement if they pay down the balance 
to $25,000 or less.  Small businesses will need to enroll in a Direct 
Debit Installment Agreement to participate.   Offers in Compromise. 
The IRS is also expanding a new streamlined Offer in Compromise 
(OIC) program to cover a larger group of struggling taxpayers. This 
streamlined OIC is being expanded to allow taxpayers with annual 
incomes up to $100,000 to participate. In addition, participants must 
have tax liability of less than $50,000, doubling the current limit 
of $25,000 or less.  OICs are subject to acceptance based on legal 
requirements. An offer-in-compromise is an agreement between a 
taxpayer and the IRS that settles the taxpayer’s tax liabilities for less 
than the full amount owed. Generally, an offer will not be accepted 
if the IRS believes that the liability can be paid in full as a lump sum 
or through a payment agreement. The IRS looks at the taxpayer’s 
income and assets to make a determination regarding the taxpayer’s 
ability to pay. IR-2011-20.
NEGLIGENCE
 POND. The defendants owned a small hobby farm and had agreed 
to allow the plaintiff to pasture two horses on the property where 
the defendants also had cattle.  A pond was located in this pasture 
and was used to provide water for the cattle and horses. The plaintiff 
provided daily feeding and during one of these feedings the plaintiff 
was accompanied by the plaintiff’s son and two other children. 
While the plaintiff was attending to the horses, the plaintiff’s child 
entered the pond and was drowned. The plaintiff brought suit 
alleging negligence for failing to keep the property safe for business 
invitees.		The	court	first	held	that	the	plaintiff’s	child	was	an	invitee,	
even though the child did not have a contractual relationship with 
the	defendants,	because	the	defendants	received	a	benefit	from	the	
plaintiff being able to bring a child when feeding the horses. The 
court held that, under O.C.G.A § 51-3-1, in the case of an invitee, a 
proprietor is required to discover and either keep the premises safe 
from or warn of hidden dangers or defects not observable to such 
invitees in the exercise of ordinary care. However, there is no duty 
to warn against obvious or patent dangers which may be observed 
and avoided by the exercise of ordinary care. The court noted that, 
under several cases in Georgia, a lake or pond has been held to be 
an obvious and open hazard.  The court found that the plaintiff had 
raised the child to have a healthy fear of water and that the child 
had been swimming before; therefore, the court found that the pond 
was an open and obvious danger and held that the defendant did not 
have any duty to warn about the dangers of the pond. Canpilii v. 
Rhodes, 2010 U.S. Dist. LExIS 134537 (S.D. Ga. 2010).
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AGRICULTURAL TAx SEMINARS
by Neil E. Harl
May 10-11, 2011             I-80 Quality Inn, Grand Island, NE
  Join us for expert and practical seminars on the essential aspects of agricultural tax law. Gain insight and understanding from 
one of the country’s foremost authorities on agricultural tax law.
 The seminars will be held on Tuesday and Wednesday from 8:00 am to 5:00 pm. Registrants may attend one or both days, with 
separate pricing for each combination. On Tuesday, Dr. Harl will speak about farm and ranch income tax. On Wednesday, Dr. Harl 
will cover farm and ranch estate and business planning. Your registration fee includes written comprehensive annotated seminar 
materials for the days attended and lunch. E-mail robert@agrilawpress.com for a brochure.
 The topics include:
 The seminar registration fees for current subscribers to the Agricultural Law Digest, the Agricultural Law Manual, or Principles 
of Agricultural Law	(and	for	each	one	of	multiple	registrations	from	one	firm)	are	$225	(one	day)	and	$400	(two	days).
 The registration fees for nonsubscribers are $250 (one day) and $450 (two days). Nonsubscribers may obtain the discounted 
fees by purchasing any one or more publications. See www.agrilawpress.com for online book and CD purchasing.
 Contact Robert Achenbach at 360-200-5666, or e-mail Robert@agrilawpress.com for a brochure.
 Sale and gift combined.
Like-Kind Exchanges
 Requirements for like-kind exchanges
	 “Reverse	Starker”	exchanges
					What	is	“like-kind”	for	realty
 Like-kind guidelines for personal property 
    Partitioning property
    Exchanging partnership assets
Taxation of Debt
 Turnover of property to creditors
 Discharge of indebtedness
 Taxation in bankruptcy.
Wednesday, May 11, 2011
FARM ESTATE AND 
BUSINESS PLANNING
New Legislation 
The Liquidity Problem
Property Held in Co-ownership
 Federal estate tax treatment of joint tenancy
 Severing joint tenancies
 Joint tenancy and probate avoidance
 Joint tenancy ownership of personal property
 Other problems of property ownership
Federal Estate Tax
 The gross estate
 Special Use Valuation
 Family-owned business deduction recapture
 Property included in the gross estate
 Traps in use of successive life estates
 Basis calculations under uniform basis rules
 Valuing growing crops
 Claiming deductions from the gross estate
 Marital and charitable deductions
 Taxable estate
	 The	unified	credit	and	other	credits
	 Unified	estate	and	gift	tax	rates
 Generation skipping transfer tax, including
  later GST consequences for transfers in
  2010
 Basis for deaths in 2010 
 Federal estate tax liens
 Undervaluations of property
 Reopening an examination
Gifts
	 Reunification	of	gift	tax	and		estate	tax
 Gifts of property when debt exceeds basis
Use of the Trust
The General Partnership
Limited Partnerships
Limited Liability Companies
 Developments with passive losses
 Corporate-to-LLC conversions
The Closely-Held Corporation - 
 State anti-corporate farming restrictions
 Developing the capitalization structure
 Tax-free exchanges
 Would incorporation trigger a gift because of
  severance of land held in joint tenancy?
	 “Section	1244”	stock
Status of the Corporation as a Farmer
 The regular method of income taxation
 The Subchapter S method of taxation
Financing, Estate Planning Aspects and
  Dissolution of Corporations
 Corporate stock as a major estate asset
 Valuation discounts
 Dissolution and liquidation
Tuesday, May 10, 2011
FARM INCOME TAx
New Legislation
Reporting Farm Income
 Leasing land to family entity
 Constructive receipt of income
 Deferred payment and installment payment
  arrangements for grain and livestock sales
 Payments from contract production
 Items purchased for resale
 Items raised for sale
 Crop insurance proceeds
 Weather-related livestock sales
 Sales of diseased livestock
	 Reporting	federal	disaster	assistance	benefits
 Gains and losses from commodity futures
Claiming Farm Deductions
 Soil and water conservation expenditures
 Fertilizer deduction election
 Farm lease deductions
 Prepaid expenses
 Preproductive period expense provisions
 Regular depreciation, expense method
  depreciation, bonus depreciation 
 Paying rental to a spouse
 Paying wages in kind
 Section 105 plans
Sale of Property
 Income in respect of decedent
 Sale of farm residence
 Installment sale including related party rules
 Private annuity
 Self-canceling installment notes
